RESEARCH AND INSTITUTIONAL SALES

Searching for Long-Term
Sources of Quality Growth

Across sectors, sustainability is an increasingly
important factor that shapes the growth
prospects of many of the companies in our
coverage universe.
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As providers of sell-side equity research, our

goal is to generate value-added insights about the
more than 600 companies we cover for buy-side
asset managers and the asset owners they serve.
Over the past decade, many asset managers

and investors have increasingly realized that

ESG factors and other sustainability issues can
affect a company’s growth prospects and
financial performance.

We are continually working to tailor our research
and institutional sales capabilities to meet the
evolving needs of buy-side investors and to focus
our analysis on the factors that are material to a

company’s performance. As a result, many of our
analysts are looking closely at how ESG factors may
be affecting companies in their research coverage.

At William Blair, our investment philosophy
focuses on identifying companies with sustainable
competitive advantages and strong management,
which together can allow the company to achieve
above-average growth over the long term. Because
of this approach, sustainability is an increasingly
relevant consideration for many of the companies
that we cover.
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Industry Spotlight: Apparel and Accessories

Dylan Carden, who covers the apparel and accessories industry at William Blair, explores
some of the ways sustainability considerations and other ESG factors are affecting the
consumer sector.

How are sustainability themes influencing consumer
° preferences for apparel and accessories?

It’s important to understand that, in the minds of consumers, sustainability isn’t just
about reducing your carbon footprint or treating your workforce ethically. Certainly
those things matter to consumers, and their importance seems to grow every year.
But concerns about using petroleum-based products in the manufacturing process
or unsafe working conditions in garment factories have been part of the public
consciousness for several decades.

One of the most interesting new developments of the past few years in the apparel
industry has been that consumers are thinking more about sustainability in terms

of buying products that are built to last and wanting to understand the product’s value
proposition in a broader, longer-term sense.

Many companies in the apparel industry have reputations for being wasteful in
terms of stocking stores and then dumping unsold inventory once the new season’s
line is introduced. The growth of “fast fashion” about a decade ago only exacerbated
this problem. But now the pendulum is swinging back the other direction. Today,
consumers are buying fewer pieces of clothing, but they want those items to be
higher-quality, longer-lasting, and more versatile.

In addition to concern about the wastefulness of turning over your wardrobe every
season, this trend is being driven by multiple other factors, including a move toward
minimalism from a fashion standpoint and spending constraints. Rapid inflation in
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Our Equity Research Coverage

Our analysts seek to cover companies that have above-average growth
prospects and above-average quality. Because of our long-term focus,
sustainability is an important factor for many of the companies in our coverage
universe, which includes more than 600 companies across the following sectors :

» Consumer

+ Financial services and technology

+ Global industrial infrastructure

» Global services

» Healthcare

» Technology, media, and communications
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healthcare, education, and housing has significantly limited the amount that
consumers have to spend on apparel, so people are being more judicious in what
they buy. All of these trends are interrelated and they are pushing consumers to
focus more on sustainability in a broader sense of the word.”

What changes are companies making in response to
° consumers’ growing concerns about sustainability?

Companies across the consumer industry have no choice but to take these
concerns more seriously. And this is playing out in many different ways across
the apparel industry.

In the past, some luxury apparel companies would burn unsold inventory to

prevent their goods from getting in the hands of discount distributors or resellers.

Several luxury brands have recently stopped this practice because they realized
how offensive it was to consumers who care about wastefulness. Also, given the
rise of the shared economy and the growth of the consignment industry, luxury
brands are being forced to come to grips with the fact that their goods will

be resold.

Manufacturing denim has always been a resource-intensive process that involves
toxic materials. Now some companies are making progress in developing less-
toxic ways to manufacture blue jeans. Also, companies are promoting broader

arrays of casual pants beyond blue jeans, including athleisure leggings and chinos.

Much of this shift is driven by fashion preferences, but environmental concerns
are playing arole, too.”

How are these themes playing out in terms of
° marketing and advertising?

From a marketing perspective, there’s been a massive shift in the power dynamic
between apparel brands and consumers in the past five years. In the previous
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advertising cycle, mega-brands used their marketing power to shape prevailing
fashion trends, but today consumers use social media and other tools to self-
curate their views about where fashion is headed. The brands that are winning
today are the ones doing a good job of listening to what consumers want.

Another major change in the marketing landscape is the growing importance of
transparency. As consumers have become more conscientious in their purchasing
decisions, they want more information about the brands they are buying. In
addition to information about a company’s practices related to environmental
stewardship, labor relations, and community involvement, many consumers

also want transparency about an apparel company’s margin structure or pricing
strategy, in some cases.

This trend may have important implications for companies’ business models.
Because of this transparency, consumers have more opportunities to purchase
from companies whose policies align with the consumer’s personal values.
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When this alignment exists, consumers are more loyal and more willing to

pay full price for these brands. This, in turn, leads to stronger, more sustainable
margins, albeit from a smaller customer base. This is one of the reasons why
it’s increasingly hard to build a sprawling, massive brand in today’s

apparel landscape. ws

Many of the most successful apparel
brands today are doing a good job

of listening to what consumers

want and providing transparency
about the company’s values and
business practices.
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CONCLUSION

Identify the Purpose of Your Capital

At William Blair, we believe that all capital has purpose and that all capital
can make an impact. Whether you invest in one of our proprietary strategies,
draw insights from our equity research, work with our investment bank for
capital-raising and advisory solutions, or entrust our wealth advisors with
your personal capital, we are committed to delivering ideas and solutions to
help you fulfill the purpose of your capital.

Whatever your vision is for your capital, we invite you to begin a dialogue with
William Blair to explore ways that those values can be expressed with your
capital and in all aspects of your financial life. ws

Past performance does not guarantee future results. This is not in any sense a solicitation or offer of the
purchase or sale of securities. The factual statements herein have been taken from sources we believe to be reliable,
but such statements are made without any representation as to accuracy or completeness or otherwise. Opinions
expressed herein are our own unless otherwise stated and are current opinions as of the date appearing in this
material only. These materials are subject to change without notice. From time to time, William Blair & Company,
L.L.C. orits affiliates may buy and sell the securities referred to herein, may make a market therein, and may have
long or short position therein.

This information has been prepared solely for informational purposes and is not intended to provide or should not
be relied upon for accounting, legal, tax, or investment advice. We recommend consulting your attorney, tax advisor,
investment, or other professional advisor about your particular situation. Investment advice and recommendations
can be provided only after careful consideration of an investor’s objectives, guidelines, and restrictions. Any
investment or strategy mentioned herein may not be suitable for every investor. Investing involves risks, including
the possible loss of principal.

This material is distributed in the United Kingdom and European Economic Area (EEA) by William Blair
International, Ltd., authorized and regulated by the Financial Conduct Authority (FCA).

William Blair & Company and the script logo are registered trademarks of William Blair & Company, L.L.C.
William Blair ©2019, William Blair & Company, L.L.C. All rights reserved. Member FINRA « Member SIPC
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Contact Us

Contact William Blair to learn how our professionals around the world can help
you with your investment banking, investment management, and private wealth
management needs: info@williamblair.com



